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Introduction
In a recent paper, Easterly and Kraay (2000) investigate whether being small represents an economic disadvantage for a country. Are smaller countries poorer than average? Do they grow more slowly? Reasons for being pessimistic are not difficult to find in the literature, especially in endogenous growth, where scale effects often play a role in the determination of an economy's growth rate (Grossman and Helpman (1991) ; Aghion and Howitt (1998) ).
Similarly, countries that rely strongly on international tourism also are suspected of being locked in a slow growth path. Again, endogenous growth theories tend to emphasize the virtues of high-tech sectors, the potential for high long-run growth of which are regarded as more promising than those of non high-tech service sectors such as tourism. 2 In addition, countries in which tourism is the prominent sector are often very small (see below). 3 So, expectations about their economic performance are not high, to say the least.
Are these pessimistic expectations supported by the international evidence? This question is especially important for developing countries: in a number of cases, tourism is an available option in countries where large gaps in other, more technological and less resourcebased sectors have been accumulated. 4 In this paper we assess whether tourism is a good growth option looking at the cross-country evidence.
We will use Easterly and Kraay (2000) as a benchmark against which to compare our results. Using a 1960-95 dataset on 157 countries, they find that being small is not an economic disadvantage. As far as the growth performance is concerned, our paper amends this view significantly. We find that, in the period 1980-95 (we do not have comparable crosscountry data on tourism for 1960-79), tourism specialization does affect growth positively. A corollary of this is that being small is far from being a disadvantage if tourism is a key sector of the economy; if not, smallness turns out to be a disadvantage.
Our evidence on the positive relative performance of small tourism countries poses further interesting questions concerning the economic mechanisms that lie behind it. Is this performance either temporary or sustainable? Is it based on an increasing (perhaps unsustainable) exploitation of the environment that attracts the tourists? Is it based on a "terms of trade effect" that makes the value of that environment increase significantly over time? In this paper we define and discuss a number of alternative explanations, all compatible with our evidence. To test them empirically, a much more detailed cross-country dataset than 2 On the growth perspectives of tourism countries see Coopeland (1991) , Hazari and Sgro (1995) , Lanza and Pigliaru (1994), (2000a,b) . 3 On the relationship between smallness and tourism specialization, see Liu and Jenkins (1996) , and Candela and Cellini (1997) . 4 See Sinclair (1998).
the one currently available to us would be required. We leave this latter task to future stages of our research.
The rest of the paper is organized as follows. In section 2 we discuss our data and variables. In section 3 we give a first picture of the relative performance of the various groups of countries. In section 4 the econometric evidence is presented. In section 5 we describe the degree of heterogeneity in growth performance within the STCs group. In section 6 we discuss various alternative explanations of our empirical results. Concluding remarks are in section 7.
Data and definitions
Following Easterly and Kraay (2000) (E-K from now on), we define small countries as countries with an average population of less than one million during 1960-95. In the original paper by E-K, 33 countries out of a total of 157 met this condition.
The E-K dataset is our starting point. To investigate the relative economic performance of countries specialised in tourism, we need cross-country data on international tourism receipts. 5 The first year for which data are available is 1980, and not for all the countries listed in the E-K dataset. As a consequence, the resulting dataset -the one we will use in this paper -is smaller in both the time and the cross-section dimensions: the period covered is 1980-95, and 143 countries instead of the original 157 are included, with the sub-set of small countries diminishing from 33 to 29.
Let us now turn to the definition of "tourism country". In what follows, the degree of tourism specialization is defined by the ratio of international tourist receipts to GDP (data sources are listed in the Appendix). In Table 1 we list all countries in our dataset with a degree of tourism specialization greater than 10% on average over the period 1980-95. Such a characteristic is shared by 17 countries; of these, 14 meet our adopted definition of small state (the exceptions are Jordan, Singapore and Jamaica, all with populations exceeding one million).
The remaining 15 small countries, the degree of tourism specialization of which is smaller than 10%, are listed in Table 2 below. So, the sub-sample of 29 small countries in our dataset is split into two almost identical parts: 14 countries are above the 10% tourism share of GDP and 15 are below it. 5 International tourism receipts are defined as: expenditures by international inbound visitors, including payments to national carriers for international transport. These receipts should include any other prepayments made for goods or services received in the destination country. They may also include receipts from same-day visitors, except in cases where these are so important as to justify a separate classification. Data are in current U.S. dollars. For more information, see WDI table 6.14. Source: WBD Indicators 2000. In this section we consider the growth performance of the small tourism countries (STCs from now on) as a whole, relative to the performance of a number of significant sub-sets of countries -namely, OECD, Oil, Small (as defined above), and LDCs. 6 An assessment of the degree of economic heterogeneity within the tourism countries sub-set is postponed to section 5 below.
Before analysing the relative growth performance of each group, let us consider for a moment the more general picture. Figure 1 shows the time path of per capita GDP in the OECD countries as a group. The period 1980-1995 is a period of relatively slow growth, due to the existence of two sub-periods of very slow or even negative growth (at the beginning of the 1980s and of the 1990s). As a result, the annual average growth rate in the OECD group is 1.6% per year. The average growth rate of the whole sample is much lower than this, at 0.4%
per year -an outcome mainly due to the poor performance of the Oil (15 countries, growing on average at -2.5% per year) and the LDC groups (37 countries, growing on average at -0.5% per year).
This picture is in sharp contrast to what had characterized the previous two decades, when the average annual growth rate in the sample was about 2.6%, and all groups were performing rather well (more on this presently). Let us now move to the relative performances of the individual groups. Table 3 shows the average growth rates for all groups in 1980-95. First of all, the average small country (SC) grows faster than the average country in the sample, but slower than the average OECD country. Second, when we isolate the performance of STCs from that of the other small countries, we see that tourism specialization is clearly beneficial for growth. This result is independent of the proportion of tourism receipts on GDP we adopt to classify a country as "tourism country". Adopting 15% or 20% instead of 10% as the demarcation value would leave our results unaffected.
Remarkably, the remaining 15 small countries with a share of tourism receipts in GDP lower than 10% show a negative average growth rate. The better than average growth performance of the SC group is due exclusively to the much better than average performance of the STCs. -periods (1960-80, 1980-95) , but we have to bear in mind that, given the current limitation of the available data, the definition of STCs is based on the data of the second sub-period.
To make this comparison, we have to take into account an additional problem, since the 1960-80 sample is different from the 1980-95. The number of countries for which data are available for 1960-80 decreases to 136 from the original 143. What matters most from our point of view is that the number of STCs with an index for specialization >10% also decreases from 12 to 7. Consequently, the comparison shown in Table 4 below are based on the smaller sample of 136 countries. Two features shown in Table 4 are worth mentioning. First, STCs are the fastest growing group in 1960-80 too. Second, although their average growth rate slows down in the second sub-period, all the other groups do worse than the STCs, with the exception of the OECD. Notice that while the growth rates of SC and of STC are similar in the first sub-period, the STC rate is significantly higher than the SC one in the second sub-period. Again, the expansion of tourism specialization in some of the SC countries might be the explanation for this pattern.
Econometric evidence
We now turn to the econometric analysis of the relative growth performance of STCs. We first test whether in our dataset it is possible to detect significant advantages/disadvantages for SCs and STCs. To do this, we use the full set of continental dummies used in E-K, as well as dummies for Oil, OECD and LDC countries.
The picture that emerges from Table 5 strongly supports our findings in section 3. After controlling for continental location and other important characteristics, the above average growth performance of the SCc as a group (regression (1)) is crucially due to the performance of the tourism countries. Once the SC group is split in two using a demarcation value of 10%, STCs outperform the remaining small countries (regression (2)).
In regression (3) we add the LDC dummy as a further control, and in regression (4) we change the demarcation value of tourism specialization from 10% to 20%. The STC dummy stays significant at 1% in all regression. 7
In Table 6 we test whether tourism specialization remains growth-enhancing after a number of traditional growth factors are taken into account. For instance, STCs might be on a 7 The same result is obtained when the three "non small" tourism countries (Jamaica, Jordan and Singapore) are added to the STC dummies regressions (4), (5) (as for regression (6) only small countries have an index of tourism specialization greater than 20%).
faster growth path simply because they are poorer than average -a mechanism fully predicted by the traditional Solovian growth model. Possibilities of this type are controlled for in all regressions in Table 6 , in which we adopt a Mankiw, Romer and Weil (1992) (M-R-W from now on) approach to the analysis of cross-country growth differentials. 8 Regressions (2) and (3) show that the STC dummy stays significant at the 1% confidence level even after other growth factors, such as the initial level of per capita GDP and an index of openness, are taken intro account. Adding an index of volatility does not alter this result (regressions (4) and (5)).
In regressions (6) and (7) we further test the presence of a growth-enhancing effect of tourism. In regression (6) we use the index of tourism specialization instead of the usual STC dummy. The index is significant at the 1% confidence level, and the value of its coefficient implies that an increase of 10% in the ratio of tourism receipts to GDP 9 is associated to an increase of 0.7% in the annual growth rate of per capita GDP.
Finally, in regression (7) we use a dummy-slope (the index of openness multiplied by the STC>10% dummy). The idea is to test whether being specialised in tourism generates a premium over the average positive effect of openness on growth. The answer is yes. The coefficient of the new interactive variable is significant and its value is large.
Another way to test whether factors other than tourism specialization are the source of the positive performance of STCs, is to consider how different STCs are from other small and larger countries in terms of a number of growth determinants. In Table 7 we see that the reason why STCs are growing faster is not :
(i) that they are poorer than average (regr.
(1): they are not);
(ii) that they have particularly high saving/investment propensities (regr. (2) In addition to this, we report that STCs are less subject to volatility in their growth rates than the other SCs and the Oil countries.
This further evidence confirms the results shown in our previous tables. The positive performance of STCs relative to that of the other groups is not significantly accounted for by the traditional growth factors of the M-R-W type models. Tourism specialization appears to be an independent determinant. The other two bad performers are the richest in the group: in 1980 a resident in Bermuda (the Bahamas) was 9 (7.5) times richer than a resident in Vanuatu. Moreover, Vanuatu has also seen its index of tourism specialization fall during the period under analysis.
To get an idea of the relative magnitude of the dispersion of growth rates across STCs, in Table 8 we compare the standard deviation of the growth rates of the various groups of countries. The standard deviation of STCs is higher than that of OECD countries, and is slightly lower than that of all the other groups and of the whole sample. In this section we address a simpler and preliminary empirical question -namely, whether countries within the STCs group are becoming more or less homogeneous over time in terms of their growth rates and -perhaps -per capita GDP levels.
A standard way of evaluating the pattern over time of a cross-country index of dispersion is the so-called σ -convergence analysis. Figure 2(a) shows the pattern of the coefficient of variation (%) within the STCs group from 1980 to 1995. 13 σ -convergence was clearly at work between 1980 and 1990: the coefficient of variation decreases from 9.1% to 8.0%, and then it stays constant around this latter value. 14 Again, this pattern differs sharply from the one characterizing the group of 15 non-tourism small countries (Figure 2(b) ): here the level of the index of inequality is higher (11.8% in 1980) and, more importantly, it is characterized by a clear tendency to increase over time (12.5% in 1995) . 12,8 1 9 8 0 1 9 8 1 1 9 8 2 1 9 8 3 1 9 8 4 1 9 8 5 1 9 8 6 1 9 8 7 1 9 8 8 1 9 8 9 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 7,8 8 8,2
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At this stage, it would be helpful to complement the above analysis by testing for the presence of β -convergence across the STCs. However, we have too few cross-section observations (14) for a reliable estimate of a standard cross-country growth regression. 15 Keeping this shortcoming in mind, we report that a OLS regression between growth rates and the logs of the 1980 level of per capita GDP generates a negative (as expected) coefficient equal to -0.0111, significant at the 10% level (R 2 = 0.189). Adding a dummy to control for Vanuatu, we obtain a coefficient equal to -0.0115, significant at the 1% level (R 2 = 0.467).
It is also interesting to report that, underlying the observed per capita GDP convergence, some convergence also seems to be at work in tourism receipts per arrival. This is shown in Figure 3 below. All in all, the evidence discussed in this section gives some support to the idea that a significant part of the observed heterogeneity within the STCs group might be based on a rather simple explanation: within this "club", the dispersion of per capita GDP tends to decrease, with poorer countries growing faster the richer ones. At this stage of our research, we do not know how robust this finding is, as well as whether an absolute or conditional process of convergence is at work -if any. In 1985, the Maldives had a per capita GDP equal to 10% of that of the Bahamas; a decade later, the Maldives had doubled that initial relative value. Are they converging to the high per capita GDP of the Bahamas? Are most of STCs converging to that level? If instead convergence is conditional rather than absolute, is the type of tourism development adopted in a country a relevant conditioning factor? These questions are important and future research should pay them the attention they deserve.
Why are the STCs growing fast?
Our evidence shows that tourism can be a growth-enhancing specialization, at least for the period under analysis. Is the above-described performance an episode or are we dealing with something of a more persistent nature? Understanding the mechanisms behind this phenomenon is important, especially from the viewpoint of economic policy. Taken at face value, our results seem to justify a rather optimistic perception of the economic consequences of specializing in tourism. This is not necessarily true. As a matter of fact, various interpretations are possible at this stage. In this section, we discuss explicitly two different mechanisms that could generate the above-described performance, and suggest what type of additional data will be required to identify their empirical relevance.
A simple analytical setting within which the two hypotheses can be defined and compared is offered by Lanza and Pigliaru in a series of papers, (1994), (2000 a,b) . In these papers Lucas's (1988) two-sector endogenous growth model is shown to be simple and detailed enough for the analytical evaluation of the effects of tourism specialization.
Consider a world formed of a continuum of small countries characterized by a twosector economy (M for manufacturing, T for Tourism) and total labour endowment L, in which the engine of growth -the accumulation of human capital -takes the exclusive form of learning-by-doing, so that pure competition prevails. While physical production in the manufacturing sector is determined by human capital only through its productivity effects on the labour force (LM) in the sector, production of T requires an additional input, a natural resource whose fixed endowment is R . This association with natural resources implies that each worker in the tourist sector must be endowed with (at least) a minimum quantity ρ in order to make production of T feasible. In each sector the potential for learning-by-doing is defined by a constant, i λ . In our case, manufacturing is the "high technology" sector, so that Cobb-Douglas preferences, p moves in favour of the slow-growing good exactly counterbalancing the growth differential between the two countries, so that in the long run we should expect STCs to grow at the same rate as industrialised countries. 18 16 The details of the role played by are in generating the comparative advantage depends on the demand elasticity of substitution. See Lanza and Pigliaru (2000b) . 17 More on this in Lanza and Pigliaru (2000b) ).
18
In the more general case of CES preferences, the rate of change of p is equal to ( , where
is the elasticity of substitution, so that the terms of trade effect will outweigh the productivity differential when σ is smaller than unity (see Lanza and Pigliaru, 1994, 2000a,b) This holds by keeping the utilisation of the natural resource constant. Consider now a T country in which, at a certain point in time, not all R is used, so that ρ ρ < , where R L ρ ≡ is the upper limit of natural resource per worker in the event of complete specialization in T.
If in this country the rate of utilization of its natural endowment increases, then its growth rate in terms of the manufacturing good is equal to The optimistic interpretation. The second interpretation relies on a "terms of trade effect". In words, tourism is not harmful for growth if the prevailing international terms of trade move fast enough to more than offset the gap in sectoral productivity growth. If this happens, the sum T T y y p p + would be persistently greater than M M y y . In terms of the model to which we have referred in this section, 1 σ < is sufficient for this result to hold. 19 Adding nonhomothetic preferences with T as the luxury good would yield further analytical support to the 19 For evidence favourable to this hypothesis, see Brau (1995) , Lanza (1997) and Lanza, Urga and Temple (2003) .
possibility that the terms of trade move fast enough in favour of the T good 20 and, consequently, to an optimistic interpretation of our current evidence. In both cases we have:
To sum up, we have "productivity pessimism" and "terms of trade optimism". A growth episode based on a fast supply expansion in the T sector might temporarily hide the growth-neutral or even damaging nature of tourism specialization. On the other hand, consumer preferences might be such that tourism specialization (or some types of tourism specialization) is highly valued in the international marketplace. This second mechanism -not crucially based on output expansion -tends to make sustainability of tourism-based development easier to achieve.
An important task for future research is to identify the relative importance of the various types of growth-enhancing mechanisms associated with tourism specialization, in order to assess their economic (and environmental) sustainability. Cross-country data on the dynamics of the terms of trade between tourism services and a composite other good are required, as well as data on the natural resource endowment and indexes of the latter's degree of exploitation for tourism purposes.
Concluding remarks
Specializing in tourism is an option available to a number of less developed countries and regions, in which development through industrialization is not easy due to the existence of persistent gaps in technology levels.
Is tourism a good option? To answer this question, we have compared the relative growth performance of 14 "tourism countries" from a sample of 143 countries, observed during the 1980-95 period. We have documented that the STCs grow significantly faster than all the other sub-groups considered in our analysis (OECD, Oil, LDC, Small). Moreover, we have shown that the reason why they grow faster is not that they are poorer than average; that they have particularly high saving/investment propensities; that they are very open to trade.
In other words, our findings point to the fact that the positive performance of STCs is not significantly accounted for by the traditional growth factors of the Mankiw, Romer and Weil type of models. Tourism specialization appears to be an independent determinant.
A corollary of our findings is that the role played by the tourism sector should not be ignored by the debate about whether smallness is harmful for growth (e.g. Easterly and Kraay (2000) , who conclude that there is no growth disadvantage in smallness). Half of the thirty countries classified as microstate in this literature are heavily dependent on tourism. Once this distinction is adopted, it is easy to see that the STCs perform much better than the remaining small countries. In our findings, smallness per se can be bad for growth, while the opposite is true when smallness goes together with tourism specialization.
Taken at face value, our results seem to justify a rather optimistic perception of the economic consequences of specializing in tourism. This is not necessarily true. As a matter of fact, various interpretations are possible at this stage. In section 7, we have discussed two alternative mechanisms that would be compatible with our empirical evidence. The first is based on a "terms of trade effect" which would allow STCs to enjoy sustainable fast growth in the long-run. The second implies a far less optimistic scenario: STCs can obtain fast growth for a period by accelerating the exploitation of the environment to which tourists are attracted.
The long-run scenario might be very different, especially if the dynamics of sectoral productivities are in favour of high-tech industries, as suggested by much of the endogenous growth literature.
Identifying the relative strength of these mechanisms in explaining the positive performance of the STCs is an important task that we will deal with in future stages of our research. 
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